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(i) It is practicable for the company
to learn the implicit rate computed by
the lessor, and

(ii) The implicit rate computed by
the lessor is less than the lessee’s in-
cremental borrowing rate.

(iii) If both of those conditions are
met, the lessee must use the implicit
rate.

(b) If, at any time, the lessee and les-
sor agree to change the provisions of
the lease, other than by renewing the
lease or extending its term, in a man-
ner that would have resulted in a dif-
ferent classification of the lease under
the criteria in paragraph (a) of this sec-
tion had the changed terms been in ef-
fect at the inception of the lease, the
revised agreement must be considered
as a new agreement over its term, and
the criteria in paragraph (a) of this sec-
tion must be applied for purposes of
classifying the new lease. Likewise,
any action that extends the lease be-
yond the expiration of the existing
lease term, such as the exercise of a
lease renewal option other than those
already included in the lease term,
must be considered as a new agreement
and must be classified according to the
criteria in paragraph (a) of this sec-
tion. Changes in estimates (for exam-
ple, changes in estimates of the eco-
nomic life or of the residual value of
the leased property) or changes in cir-
cumstances (for example, default by
the lessee) must not give rise to a new
classification of a lease for accounting
purposes.

§367.19 Accounting for leases.

(a) All leases must be classified as ei-
ther capital or operating leases.

(b) The service company must record
a capital lease as an asset in account
101.1, Property under capital leases
(§367.1011) and an obligation in account
227, Obligations under capital leases—
Non-current (§367.2270), or account 243,
Obligations under capital leases—Cur-
rent (§367.2430), at an amount equal to
the present value at the beginning of
the lease term of minimum lease pay-
ments during the lease term, excluding
that portion of the payments rep-
resenting executory costs such as in-
surance, maintenance, and taxes to be
paid by the lessor, together with any
related profit. However, if the deter-

§367.19

mined amount exceeds the fair value of
the leased property at the inception of
the lease, the amount recorded as the
asset and obligation must be the fair
value.

(c) The service company, as a lessee,
must recognize an asset retirement ob-
ligation (See General Instructions in
§367.22) arising from the property
under a capital lease unless the obliga-
tion is recorded as an asset and liabil-
ity under a capital lease. The service
company must record the asset retire-
ment cost by debiting account 101.1,
Property under capital leases
(§367.1011), and crediting the liability
for the asset retirement obligation in
account 230, Asset retirement obliga-
tions (§367.2300). Asset retirement costs
recorded in account 101.1 (§367.1011)
must be amortized by charging rent ex-
pense (see Operating Expense Instruc-
tions in §367.82) or account 421, Mis-
cellaneous income or loss (§367.4210), as
appropriate, and crediting a separate
subaccount of the account in which the
asset retirement costs are recorded.
Charges for the periodic accretion of
the liability in account 230, Asset re-
tirement obligations (§367.2300), must
be recorded by a charge to account
411.10, Accretion expense (§367.4118), for
service company property, and account
421, Miscellaneous income or loss
(§367.4210), for non-service company
property and a credit to account 230,
Asset retirement obligations
(§367.2300).

(d) Rental payments on all leases
must be charged to rent expense, fuel
expense, construction work in progress,
or other appropriate accounts as they
become payable.

(e) For a capital lease, for each pe-
riod during the lease term, the
amounts recorded for the asset and ob-
ligation must be reduced by an amount
equal to the portion of each lease pay-
ment that would have been allocated to
the reduction of the obligation, if the
payment had been treated as a pay-
ment on an installment obligation (li-
ability) and allocated between interest
expense and a reduction of the obliga-
tion so as to produce a constant peri-
odic rate of interest on the remaining
balance.
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